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NEW FORM 1120 


F ORM 1120, the United States corporation income tax return for 1946, has just 
been released. Some changes from last year’s form have been made. The 
form has been revised to omit all references to excess profits tax and declared 
value excess-profits tax. The new form reflects the changes in the surtax rates. 
The section in Form 1120 for 1945 (Lines 29-50) pertaining to regulated invest- 
ment companies has been deleted. Tax computation appears on page 3, rather 
than page 2, and itemization of deductions now appears on page 2. 

The balance sheet appearing in schedule “L” has been revised to provide for 
itemization of inventories on the form. Additions were also made in the recon- 
ciliation schedule to account for special improvement taxes, replacements, re- 
newals, and capital expenditures charged as expenses, insurance premiums paid 
on the life of an officer or employee, interest incurred in buying exempt obligations 
and other adjustments for tax purposes not appearing on the company’s books. 

Reference to government contracts in the “Questions” section has been taken 
out, but a new question has been added on whether the corporation is a farmers’ 
marketing or purchasing cooperative association, or a consumers’ cooperative 
association. The “stabilization” question has been rewritten to require information 
as to wage or salary rate changes which required approval or new rates which 
required approval. 

Another addition in the “Questions” section, which may cause more concern 
than any of the others, is question 8, which reads, “If the total of Line 1 of 
Schedule M, page 4 [total distributions to stockholders charged to earned surplus 
during the taxable year] is less than 70% of the earnings and profits for the 
taxable year, state reasons for retention of such earnings and profits.” This 
question is aimed at the improper accumulation of surplus under Section 102, 
which provides an additional tax upon the net income of corporations formed or 
utilized for the purpose of enabling the shareholders to avoid the surtax on 
individuals. 

The instructions relating to question 8 state that the Section 102 surtax “is 
not to be applied to the accumulations of earnings for the reasonable needs of the 
business if the purpose of such accumulations is not to prevent the imposition 
of surtax upon the shareholders. The new Form 1120 affords an opportunity to 
indicate the business needs, legal requirements, or other reasons for the retention 
of such earnings.” 

The amount of the earnings available for dividends is generally the taxable 
net income plus the nontaxable income reduced by the unallowable deductions. 
For the purpose of answering question 8, the amount of earnings and profits avail- 
able for dividends may be determined by subtracting from the total of the adjusted 
net income and nontaxable and partially exempt income, the unallowable deduc- 
tions, including federal income and profits taxes. 
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